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PREFACE 



The function of Comptroller ship is a relatively new 
and rapidly expanding field In the area of Business Adminis- 
tration. There Is a wide range of opinion concerning the 
relationship between Comptroller ship and the field of Account 
Ing. 

In the September, 1953 Issue of The Controller , Mr. 
James L. Pierce, Vice-President and Controller of the A.B. 
Dick Company, presented his views on the relationship be- 
tween Comptroller ship and Accounting in an article entitled, 
"Controller ship and Accounting: A Contrast". It was this ar- 
ticle that gave rise to the subject of this terra paper. The 
concept expressed In this paper is one that developed in the 
writer * s mind during the course of the 195i;-55 Navy Graduate 
Coraptrollershlp Program, tempered, to be sure, by the writer' 
background in Accounting. 

The writer is indebted to First Lieutenant Gerald 
H. Polakoff, U.S. Marine Corps, for his assistance in proof- 
reading the manuscript copy, and to Mrs. J. Kramer for the 
typing of the final draft. 
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Chapter I 
INTRODUCTION 

"Modern controllers are no longer record-keepers but 
businessmen who combine active participation in policy deci- 
sions with the planning and over-all supervision of control." 

Glenn A. Welach^ 

A wide range of opinion exists today as to the rela- 
tionship between Comptrollership and Accounting. At one ex- 
treme are those who contend that Comptrollership and Account- 
ing are but one Art; while at the other extreme there are 
those who contend that Comptrollership and Accounting are two 
separate and distinct arts. It is this writer's thesis that 
where successful business management exists there exists con- 
currently an inseparable union of Comptrollership and Accoun- 
tancy. The ideas expressed will be directed toward showing 
the development of these two arts and toward showing their 
inseparable ftinctloning— the one. Accounting, being the basis 
of the other, Comptrollership. This writer does not mean to 
infer that to be a Comptroller one must first be an accom- 
plished Accountant. This writer does believe, however, that 
a successful Comptroller must have a sound understanding of 
Accountancy and of how it is used as an arm of effective man- 
agement. 

Although the cxarrent trend in terminology is toward 
the use of the terra "Controllership" as opposed to "Comptrol- 
lership", the latter term will be used throughout this paper. 
Such use is based on one factor--the personal preference of 



^Glenn A. Welsch, "The Controller's Function in Too 
Management", The Journal of Accountancy , XCVII (July, 195^), 66. 
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thls writer. It is felt that the term "Coraptrollership” al- 
leviates somewhat the stigma usually associated with the term 
"Control”. The two terms, however, are synonymous. The fields 
of Comptrollership and Accounting will also be referred to as 
"Arts" rather than as "Sciences". There are good discussions 
on this point in current business literature. For the purpo- 
ses of this paper, suffice to say that this writer subscribes 
to the school of thought that believes that the term "Science" 
should be reserved for the more exact physical sciences, while 
the term "Art" is much more appropriate for the fields of Comp- 
trollership, Accounting, and the other areas of Business Admin- 
istration. 
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Chapter II 

THE NATURE OF ACCOUNTING 

"One of the chief aids to management in making its 
efforts fully productive is modern accounting," 

Heckert and Wilson^ 

Historical Development 

I The year II4.92 A.D, is perhaps the best point in his- 

, tory to use as a reference mark in considering the develop- 

' ment of the art of accounting. It was in that year that Chris- 
topher Columbus made his first voyage to the New World, and it 
was about that time that Paciolo was preparing his text on Math- 
ematics and Bookkeeping. In l49ij-* Luca Paciolo, a Franciscan 
Monk, published the first printed text in the field of Mathe- 
matics and Bookkeeping. His text was entitled Surama de Arith - j 
metica, Geometria, Proportion!, et Proportionaltl (Everything 
that is known about Arithmetic, Geometry, and Proportion), 

In it, he included a tractate entitle d De Computis et Scrip- 
turis (Concerning Accounting and Recording), 

Paciolo 's text was not, however, the first example of 
business records, nor was it the first example of Double-Entry 
Bookkeeping, manuscripts on the subject had been in existence 
for some time. Babylonian clay tablets, with records in cunei- 
form, have been found that record salary payments about 2300 
B,C. Records of Banking and Money Lenders that originated be- 
tween 1000 and 500 B,C, have been discovered, as have records 
of loans with interest and the dissolution of partnerships 

^J, Brooks Heckert and James D, Ibilson, Controller- 
ship (Hew York: The Ronald Press Company, 1952 ), p,4» 
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diiring the 5th and 6th centuries B,C, Early Egyptian records 
on papyrus recorded the assessment and collection of taxes, the i 
revenues and expenditures of governmental units, and the opera- 
tions of a merchandising establishment in which one official 
checked the records of another. Examples of a form of Double- 
Entry records date back to 1211 A.D., when Banking records in 
Florence, Italy, carried debits to a depositor’s account on i 
one page and credits to the account on an adjacent page. 

About 1314.0 A.D,, ledgers showing transactions involving char- 
ges to expense accounts, credits to income accounts, and en- 
tries transferring the balances of these accounts to a Profit 
and Loss Account appeared in Genoa, Italy. 

The evolution and growth of Double-Entry Bookkeeping 
resulted largely from the efforts of Traders and Money Lenders 
to make records that would help them to better manage their 
business affairs. As trade and business increased dtiring the 
Renaissance this need became even greater and the use of 
Double-Entry Bookkeeping spread. By the I6th Century, Italian j 
Accounting methods had spread throughout Europe. Prior to 
this, a very different system of Bookkeeping had existed in 
England. This system can be classified as the ’’Agency" sy- 
stem--that is: the reporting party charges himself with res- | 
ponsibility on one side (debit) of an account and discharges 
himself from responsibility on the other side (credit). The 
essential ideas of this method became a part of legal proce- 
dure though, and have been transmitted to the present time in 
the Charge and Discharge reporting used in Fiduciary Account- 
ing. By the l?th Century, Western Europe had begun to modify 
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the Italian methods. The basic procedures and ideas remained 
much the same, as we know them today, but terminology, ledgers, 
and journals were improved. This period also saw the develop- 
ment of many rules to guide students in analyzing and record- 
ing transactions, and Financial Statements began to appear. 

The l8th Century saw little change in technique but did see 
a geographical expansion as the Industrial Revolution began. 

It was the Industrial Revolution that foretold the coming re- 
quirements of businessmen for the information and assistance 
that accounting could provide. 

The 19th Century saw an extensive growth of business 
corporations in both Great Britain and the United States. 

With this growth came an increased public holding of invest- 
ment securities and the impetus thatexpanded the mechanics 
of Bookkeeping into the Art of Accounting. The needs of man- 
agement for a means of production control produced Cost Accoxmtf- 
ing during this period, and the need to protect the investing 
public produced external auditing. During the period I8I4.I4.- 
1870, the British Parliament passed laws authorizing and en- 
couraging stock companies. Among the provisions of these 
laws, known as Company Acts, was the requirement that Annual 
Balance Sheets be sent to stockholders, after the accounts 
had been examined by an auditor. This requirement wes one of 
the principal factors that occasioned the rise of profession- 
al accounting societies. 



The first of these professional societies appeared 
in Scotland in 1854 iii England about I87O. By the end 
of the Century, the term "Chartered Accountant" had become 
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known throughout the world. The Anerlcan Association of Pub- 
lic Accountants vms organized in New York in 1886 and char- 
tered the following year by the state. New York passed the 
first state law creating the title of Certified Public Accoun- 
tant in 1896. By 1922, the Legislative Bodies of all forty- 
eight states and the District of Columbia had recognized Cer- 
tified Public Accotantants, and the Uniform Certified Public 
Accountant Examinations were being administered under these 
different laws. The Federal Reserve Act of 1913 gave new sup- 
port to the extensive use of commercial paper. Out of this 
came an increased desire for Independent scrutiny of the ac- 
curacy of financial statements and of the accounts behind them 
To satisfy this desire, professional accountants developed the 
Balance Sheet Audit, 

With the development of industrial mass production 
and product competition after 1900, the areas of Cost Account- 
ing, Internal Control and Auditing, and Budgeting advanced 
rapidly to meet the needs of management. The establishment of 
the Securities and Exchange Commission in 1933- 314- acted to ex- 
tend general acceptance of desirable standards of good finan- 
cial reporting. World War II gave Impetus to accoimting de- 
velopment through cost and profit controls and the complexity 
of wartime taxation. Since the end of World War II, the grea- 
test development has been the adoption of commercial accoiint- 
Ing procedures by many government agencies. 
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The Function of Accounting 

The increasing need of business enterprises over the 
centuries for a systematic record of financial position and of 
operations resulted in the development of the Art of Account- 
ing as we know it today. One of the most concise statements 
of the function of accounting is the definition provided by 
the Committee on Terminology of the American Institute of Ac- 
coiintants. This Committee defines Accounting in the following 
manner: 

Accounting is the art of recording, classifying and sum- 
marizing in a significant manner and in terms of money, 
transactions and events which are, in part at least, of 
a financial character, and interpreting the results ther- 

While the statement above is a good concise defini- 
tion of accounting, it does not fully describe the functions 
that accounting performs for management. In addition to pro- 
viding a systematic record of financial position and of the 
profits and losses of the business enterprise, accounting 
serves to accumulate statistical and financial data for the 
use of management in the determination of policies and in 
the effective control of business operations. Within recent 
years this has probably become the most important function of 
accounting. Management still wants and needs a financial his- 
tory of the business enterprise, but more than this it needs ^ 
information that can serve as a guide in planning future opera- 
tions, Other functions of accounting are to furnish infornatlon 

2 

American Institute of Acco\mtants, Accounting Re- 
search Bulletin Ho, 9 , Report of Committee on I’errainology 
(Wew Ifork: American institute of Accountants, 19lil), p.o7. 
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needed in the computation of the various federal, 
local taxes and to furnish information desired by 
investors, courts, and government agencies. 



state, and 
creditors. 



Chapter III 



! 

i 

THE NATURE OP COMPTROLLER SHIP 

,i 

I ”A businesa, like an automobile, has to be driven in 

I order to get results," 

j B.C, Forbes . 

Forbes Epigrams ^ 

The role of the Comptroller in modern business is oft- 

' 

[ on likened to that of the Navigator. This analogy, even on 

close scrutiny, is quite valid* A perusal of all the facets ^ 
i will reveal to the imaginative reader many of the factors that 
gave rise to the development of Comptrollershlp, in addition 
I to many of the functions that the Comptroller performs for man- 

I 

agement. 

Historical Development 

^ The historical development of the art of comptroller- | 

ship covers a much shorter period of time than does that of 

j 

accounting, yet both are based upon the same principal factor— 
the needs of businessmen for assistance in managing their af- 
fairs. The first section of the previous chapter indicated how 
the needs of businessmen resulted in the evolution of the first 

i 

i simple accounting records, lii/hen this occurred, businesses were 
I simple operations, in which responsibilities were negligible 
and the possibility of harm to others, comparatively speak- 
ing, was small. Today, business operations are no longer slm- 
j ple» but are of such magnitude and complexity that resultant 

! responsibilities are great and the possibility of harm to others! 

I 

1 is proportionately increased. 

■*'As cited by Edmund Puller in Thesaurus of Quotations 
! (New York: Crown Publishers, 19l4.1)» P« 123* 
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Correspondlng to the growth of business and industry 
has been the increased reliance that tnanagernent has placed 
upon the services provided by accountancy for the financial 
control of operations. Prom this increasing need of manage- 
ment has come the function of comptroller ship. Comptroller- 
ship has had a logical and natural development. Somewhere 
in the development of a business enterprise, a need will be 
recognized for the function of navigation-- that is, a need 
for assistance in answering the questions of ”How are we do- 
ing?”, ”Where can wo go?”, and ”Should we follow this course 
or that?” When this need is recognized by management, the 
function of comptrollership will take its place in the opera- 
tions and organization of the enterprise. The Comptroller 
will then be more than just the Chief Accountant. He will 
take his place in top management and will assist and advise 
the Chief Executive in policy decisions and operational con- 
trol. It must always be remembered, however, that the func- 
tion of comptrollership is a staff function and the Comptroller 
must never move into the area of ”line” authority except as 
he directs the operations of his own department. 

The emergence of the role of the Comptroller in 
American industry has occurred largely since World War I. 

The office of ’’comptroller” was established in industry 
first by the Atchison, Topeka & Santa Pe Railway System in 
i860. At that time, however, the functions of the comptroller 
were limited primarily to the area of finance, with the gener- 
al auditor being in effect the chief accountant of the company. 
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The vast majority of early comptroller ships were among the rail- 
road companies and other public utilities. In 19l|^9> Dean J* 

Hugh Jackson of the Graduate School of Business, Stanford Uni- 
versity, conducted a survey of 195 major corporations. Of 
these companies, II4.3 had already established the office of 
comptroller and the average age of these comptroller ships was 
only twenty- two years. It is interesting to note, however, 
that the office of comptroller existed in government much ear- 
lier than it did in industry. Although the early history of 
this matter is rather vague, it is known that the office did 
exist in England during the li|.th Century, and the Continental 
Congress first established the office of comptroller in what 
is now the United States in 1778* 

The Function of Coraptrollership 

The function of coraptrollership in modern Industrial 

management can be defined generally as that of accotinting 

and statistical services, although under close scrutiny it will 

be found that in many Instances this definition is not broad 

enough. In his text. Executive Development , Dr. John W. Rie- 

gel uses the following functional statement as an example of 

what one particular Industrial concern considers to be the 

function of comptroller ship: 

As a staff member of management, the Comptroller is 
charged with advising the President and furnishing 
functional guidance to the general managers of the 
Divisions on accounting, auditing, the budget, the 
preparation and payment of payrolls, tax matters, the 
compilation of statistics, and office methods and 
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|l procedures, and with conduction such activities for 

' the managers of the staff departments,^ 

Although Dr. Riegel does not indicate the name of the firm 

I that has established the functional statement above as their 

I 

j concept of comptroller ship, it is readily discernible that 
the company has established a decentralized plan of organiza- 
tion, with the corresponding decentralization of control 
and responsibilities. The areas of the authority of the 
Comptroller under both centralized and decentralized organ- 
ization plans will be discussed later in this chapter. 

The Controller's Institute of America set forth 
their concept of the function of the comptroller in Sep- 
tember of 1949* This statement of the comptroller's func- 
tion is included as figure 1 , page 13 . In it, the Instit- 
ute divides the comptroller's responsibilities into six 
general areas. The Institute carefully avoided setting forth 
specific areas in which the comptroller would function, real- 
izing full well that the exact responsibilities of each comp- 
troller will depend upon the needs of the particular company, 
its organizational plan, the nature of the business enter- 
prise, and the personalities of the members of the top man- 
agement team. 

Although there are many statements of the fvinction 
of the comptroller in existence today, they all load to two 
points. First, that the function of the comptroller is a 
staff function— that his mission is to advise and assist 

p 

John W, Riegel, Executive Development (Ann Arbor: 
University of Michigan Press, 19^^), 



